
on the expected realization of ~evenuc. Discovery incurs salts and m d c t i n g  upcnre to promate brand recognition and to 
secure quality distribution channcls worldwidc. 

Discovery produces original programming and acquires content from numerous producers worldwide that i s  tailored 
to the rpeci5c prefcrcnccr of viewers around the globc. Dirconry klicvcr it is generally well positioned for continwd 
access to a broad range of high-quality programming for bolh i ts  U.S. and international networks. It has assembled one of 
the largest libraries of non-Action programming and footagc in thc world. duc both to h e  aggregate purchasing power of 
i t s  many nctworksandapolicy1oownasmanynghtsaspossibleinheprogramsaircdonitrn~works.Discovcryalso h a s  
long-term relationships with 6omc of the world'r most significant am-fiction p m p m  producers, including the British 
Broadcasting Corporation, which wcrefcr to asthc BBC.Discovay bclicverthcbmad inlmlional a w l  of itsconlent 
combined with i t s  ability lo utilize its programming library on a global basis i s  one of its competitive advantages. 
Dircavcq i x  also developing programming applications designed to position the company to taLc advantage of cmsrging 
distribution technologier including video-on-demand. IP-dclivercd programming and mobile. 

Discovery's other propcrtica conrirr of DiscOvery.com and over 100 relail outlets that offer technology. kids. 
hfcstyle, health, science and cducation orientcd produrn. as well as products related to othcr programming offered by 
Discovery. Additionally, Discovery's nswcst division, Discovcry EAducation, disbibutes digital-based educational prod- 
ucts to schmls and consumm primarily in the United Statcr. 

Discovery i s  a leader in offering solutions to advcrtlrcn that allow them to Each a b m d  range of audience 
demographics in [he face of increasing fragmentation of audience share. The overall industry i s  facing several issues with 
rcbard to its advertising rcvcnuc, including (I) audience fragmentation caused by the proliferation of orher television 
networks, vidmon-demand offerings from cable and satellite companies and broadband cmtcnt offerings; (2) the 
dcplogmcnt of digital video recording devices (DVRs). allowing consumen to timc shih programming and skip or fast- 
forward through advertisemmts; and (3) consolidation within the advertising indusvy. shifting more leverage to the 
biggcr agmciw and buying groups. 

Discovery Networks US. 

Discavcry nctwmkr U.S. currently opeatw 12 channels and providcs dishbution and advertising sdcs scrvices for 
BBC America and disbibution 5ewices for BBC World News. The division's channels include h c  Discovery Channel. 
TIS, Animal Planct,Travcl Channcl.Dircovcry Health Channcl.FitTVand thefoUowingcmer%ingdigitll ticrnctwarkr: 
The Science Channel. Discovery Kids. The Military Channel, Dismvery Home. Discovery Times and Discovcry HD 
Theater, which we refer to collcctivdy as the cmnging nclworks. All of these channels are wholly owned by Discovery 
other than Animal Planet, in WhichDiswvery has an 80% ownership interest. Cox Communications, AdvanceINewhousc 
and as~bsidi.uyofDiscovery HoldingCompany,combined, ownthremaining7.096 interest in Animal Planet.Dircovery 
networh U.S. also operates web sites related to i l s  channd businesses and various other mew media burinesses, including 
a video-on-demand offering dirrributed by various cable operators. 

Discovery Network Inlcrnstional 

Discovery networks international, or the intemaUOMl networks. manages a portfolio of channels. led by Discovery 
Channel and Animal Planet. that are distributed in virtually cvcry pay-tclcvision market in thc world via an infrashucturc 
that includcs major operational centers in London, Singapon. New Delhi and Miami. Discovery networks international 
currently operater o w  ID0 separate feeds in 35 languages with channel fccdr customized according IO language nccdr 
and advertising sdcs opportunities. Most of the division's channels are wholly awned by Discovery with the exception of 
(1) the international Animal Planet channels. which arc generally 5C-50 joint vcnmes with thc BBC, (2) People + Arts,  
which operates in latin America and Iberia rs a 5&SO joint venture with the BBC and (3) several channels in Japan and 
Canada. which operate as joint ventures with rrrategically impnant local partners. As with thc US. nctworks division, 
the international nctworks division opcrarcs web sites and ocher new mcdia businesses 

This gmup lncludw Dircovcry cammercc. which operatcs a chain of retai l  stmr in the Unitcd Statcr that offcr 
tdmology, kids, lifestylc, health, scicncc and education-oriented products. as well as products specifically related lo 
programming on Discovay'n networks. This  division also opcmtcr a catalog and demonic commerce business selling 
products similar to that sold in the Discovery Channel Stores, as well as a business that licenses Discovery rrademarks and 
intcllcnud property to thrrd p d c s  for the purpose of creating and selling rcail merchandise. 

This group 493 imludcr Diwovery education. In 2004, the company expandcd beyond its traditional education 
busincrrcs of airing educational programming on i t s  networks and selling hard copia of such programs lo  rchmls and 
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began smcarning educaiional video rnalrrial into rchmls via thc Intcrnct. Discovcry cducaiion now operatcr United- 
sirearning. Power-Media-Pfux and Cosmeo. some of the lcading educational broadband streaming services in the United 
Statcr. Thcsc scrviccs earn ~ C Y C ~ U C  lhrough subscription fees paid by schwls, schwl distncts and consumers which me 
the scryiccs 

Discovery Srockholders' Agreement 

A subsidiary of ours. together with a subsidiary ofCox Communications. which we refer to zs Cox Communicrtionr, 
and AdvancuNcwhousc Programming Partncrrhip. which wc rcfcr to as Advancuiicwhwsc. and John Hcndricks, the 
founder and Chairman of Discovery. are panies to a Stockholdcrr' Agreement. W e  own 5 0 6 ,  and Cox Comrnunicarions 
and AdvancuNewhouse each own 25%. of Discovery. Mr. Hcndricks i s  the record hddcr of one sham of capital s t d  of 
Discovery; however, Mr Hendricks cannot transfer this share. the share is subject to an irrevocable proxy in favor of 
AdvanccJNewhouse and the shareissubject lo acall urangcmcnt pursuant10 whichAdvmcc/Newhouscean purchase the 
share. Accordingly, we ueat such share &s being owned by AdvancuNewhouw for purposes of AdvanwNewhouse's 
percentage owncrship of Discovery as described in l h i s  Annual Rcpon. As a "close corp+ration" under Delaware law, the 
stockholders manage the business of Discovery. ra!her than a board of directors. The Stockholders' Agreement provides 
that a number of decisions affecting Discovery, such as. among other things, a decision to effect a fvndamenul change in 
its business, a mcrger or other business combination, issuance of Discovery's equity securities, approval of transactions 
hctween Discovery, on the one hand, and any of its stockholden, on the other hand, and adoption of Discovery's annual 
husiness plan, must be approved by the holders of 80% of iU outstanding capital stock. lo addition, ohher mauers, such as 
the declaration and payment of dividends on its capital stock, require the approval of the holders of a majority of 
U~covery'r outstanding capital Stwk. 

Bccause wc own 50%. Cox Communications OWN 25% and AdvanceJNewhousc owns 25% of thc stock of 
Dircnvcry, any onc of m may block Discavsry from taking any action lhat requks 80% approval. In addition. because 
Cox Communications and Advandcwhousc .  on thc onc hand. and ourcompany, on the othcr, c g h  owns 50% of thc 
<outstanding stock of Discovery. there is the possibility that the stockholders could deadlock oyer various Mhu manern. 
which require the approval ofthe holders of a majority of its capilal stock. To reduce the possibility that this could occur, 
the rtrrkholders have gwcn John Hendricks. the foundcr Ird Chairman of Discovery. thc right @ut not the obligation), 
subject to certain limitations, ID cast a w t t  to brek a dcadlcsk on certain milltcrs rsquiling a majority vote for approval. 

The Stockholders' Agnement also restricts. subject to cprtain exceptions. the abilily of a stockholder lo transfez its 
shares in Discovery to LL third party Any such proposed Umsfer is subject 10 a pro mla right offint refusal in favor of the 
other stockholders. If aU of the offered shares are not purchased by the other stockholders. thcn the selling stockholder 
may sell all of thc offered sharer to hc third party that originally offered IO purchase such sharer at the same price and on 
the same terms. provided that such third party agncs to be bound by the restrictions contained in thc Stockholders' 
Agrccmnt. In addition. in the went that either Cox Communications or A d v a n d c w h o u s c  pmposcs to Vansfcr s h m .  
Cox Communications or Advancc/Ncwhourc. whichever is not proposing to lrmnrfcr. would haw a prtcmplivs dght to 
buy the other's $harts. and if it docs not clcct to purchase all such sharcr. thcn the rcmainine shares would bc subject to thc 
pro rata right of first refusal described abuvc. 

The Stockholders' Agecment also prnhibrts Cox Communications, AdvancUNewhoure and our company from 
starting, or acquiring a msjoity of the voting paver of, a basic programming service carried in the United States that 
consists primanly of documentuy, science and naNre programming, subject to ccrtain exceptions. 

In connection with the spin off, Libmy contnbuled to us 1W% of an entity that owns a 10% inmest in the Animal 
Planet limited partnership. Our panners in this entity include Discovery, Cox Communications and AdvancuNewhoure. 
The Stockholders' Agreement prohibits us from selling, vansferring or otherwise disposing of either of the subsidivies 
that hold thcDiscovcry interest or Anima! Planet intere~t, respectively, unless, after such transactjon, such subsidiaries are 
controlled by the Same person or entity. 

The foregoing summary of the Discovery Stockholders' Agreement i s  qualified by refance Lo the full text of the 
~- .. amcndolents. 

Regulatory Matters 

h e n 1  Media 

S m c  of Asccnt Media's rubsidiw companies hold l imscs and authorizations from the Federal Communicalims 
Commission. or FCC. requixd for thc condun of thcir businascs, including carth station and various classes of wirclcss 
licmrcs and an authorization Io provide certain services pursuant to Scctim 214 ofthe Communications Act. Most of tbc 
FCC liccnscs hcld by such rubridiarics arc for transmit/rccsivc calh stations. which cannot bc cperaled without 
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individual Iiccnses. The licenses for these stations are granted for a period of fifteen yean and. while the FCC gcncrally 
renews licenses for satellite c inh  stattons. thcrc can be MI assurance that thee  licenses will bc renewed at their expiration 
dater. Registration with the FCC. rather than licensing, is required for &ving transmissions from domestic satellits 
from points within the Unitcd States. Ascent Media relies on third p a q  licenses or authorizations when it and its 
subsidiaries transmit domestic satellite trafic through earth  station^ operaled by third panies. The FCC cstablisha 
technical standards for satellite lransmission equipment that chrngc from time totimc and requires coordination of eanh 
stations with land-based microwav~ systems at ccnain frequencies to assure non-interference. Transmission equipmcnt 
must also be insmlled and operated in a manner that avoids exposing humans to harmful levels of radio-frequency 
radiation. The placcment of canh stations or othcr antenme also is typically subjcct to replation under local zoning 
ordinances. 

Discovery 

In tho United Stater. the FCC regulates the providers of satellite communications services and facilities for thc 
transmission of pmgramming services, the cable television rystlems that carry such scrvicu ud, to some exlent, the 
availability of thc programming scrviccs rhemselvcs through its regulation ofprogram licensing. Cablc telcvkion systems 
in the United States are also regulated by municipalities or other state and local government authorities and are currently 
rubjcd to fcdcral rate rcgulation on the provision ofbasic suyicc. Continued rate regulation or 0th- franchise conditions 
could place downward pressure on the fees cable television companies are willing or ablc to pay for thc Discovery 
networks. Rsguiatory carriage rsquirsmentr also could adversely affect the number of channds available to carry tbc 
Discovery networks. 

The Cablc Tclcvision Consumer Rotection and Competition Act of I992 (the 1992 Cablc Act) directed the Fcc Io 
promulgate regulations regarding the sale and acquisition of cable programming between mulu-channcl video pro- 
gramming distributors (including cablc operators) and sat2llite-dclivcred programming sc~yiccs in which a cable opalor  
has an amibutable interest. Because cable operators have an ambutable interest in Discovery. theDiscovcry networks arc 
subjcn to these rulw. kgisllation and t k  irnplcmcnting regulations adopted by the FCC preclude vinually all 
exclusive programming conmcts between cable operators and satellite programmers affiliated with any cable operator 
and the 1992 Cable Act requires that such affiliated programmers make their pugramming sewiccs available to cable 
operators and competing multi-channel video programming disrributon on terms and conditions that do not unfairly 
discriminate among dirtributon. As a result, Discovcty has not kcn ,  and will not k, able to cntcr inlo exclusive 
disvlbution agreements, which could provide more favorable m s  than non-exclurive agreements. The contract 
exclusivity restrictions will sunsst in 2007, UIIISES crtsnded by the FCC. The FCC is rrpected to initiate a proceeding 
IO consider the extension of the contract exclusivity rules early in 2W7. 

The 1992 Cable Act required the FCC. among othathings. to prcscribc d e s  and regulations cstablishing reasonable 
limits onthe numberofchannelson a cable synemthar will k allowedtocarry programming in which the owner ofsuch 
cable ryrtcm has an attributablc interest. In 1993, the FCC adopted such channel carriage limits HOWNC~, in 2001, thc 
UnitcdStatcsCovnof Appeals fortheDistrictofColumbia Circuit found thattheFCC had failed to adequately juntifytk 
channel carriage limit. vacated the FCC'r decision and remanded the N I C  to the FCC for furtha consideration. In rerponsc 
to thc Court's decision. the FCC issued a funher noticc of pmposcd Nlemaking in ZWI to consider channel carriage 
limitations. The FCC issued a Second Funher Notice of Pr-d Rulemaking on May 17.2005, rcqucsting commcnton 
these I$SUCS_ If such channel carriage limitations are implmenled, the ability of Cox Communications and Advance/ 
Ncwbouse to cany the full range of Discovery's networks could be limited. 

The 1992 Cablc Act granrcd broadcasters a choice of must cany rights 01 revansmission consent rights. The ruler 
adapted by the FCC generally provided for mandatory cmiagc by cable systems of all local full-powcr commcrcial 
television bmadcan signals selecting must carry righu and, depending on a cable system's channel capacity. non- 
commercial tclcvirim broadcast signal .  Such rtatutody mandated carriage of broadcast stations coupled with the 
provisions of the Cable Communications Policy AU of 1984, which n q u h  cable television systems With 36 or more 
"achvatcd" channels IO rcservc a p e r m -  
franchise authorities to require the cablc operator to provide channel capacity, equipment and facilities for public, 
educational and govcmrncnt access channels. could advcncly affect thc Discovery networks by limiting thdr caniagc of 
such services in a b l e  systems with limited channel capacily. In 2001. the FCC adopted mles relating to the cable carriage 
of digital relcvirion signals. Among other things. the ruler clarify that a digital-only telcvirion station can arrcn a right to 

analog or digital carriage on a cable system. The FCC initiated a further pmczding 10 determine whether television 
stations may asren rights to carriage of both analog and digital signals during the transition 10 digital television and to 
camage of all digital signals ("multicast must carry"). On February IO. 2005. thc FCC dcoicd mandatory dual carriage Of 
a television stition'i analog and digital signals during the digitll lelevision transition and mandatory carriage of all digital 
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sgnsls, other than its  "primary" signal. Television station owners have petitioned the FCC to rcconridcrio decision and 
are reeking legislative change. Those petitions are still ptnding. In addition, Congress may addrcrs this issue. 

In 2004. the FCC's Media Bureau conducted L noticc of inquiry pmceding regarding the feasibility ofsclling video 
programming services "a la ccde'', i.e. on an individual or small tier basis. The Media Burcau released a rcport in 
Novcmber 2004. which concluded that a la carte sales of vidco programming services would nm result in IOWCI video 
programming costs for most consumers and that they would advencly affcct video programming networks. On 
February 9. 2006, the Media Bureau released a ~ e w  report which staled that the 2004 repon war flawed and which 
concluded that a la cartc sales could bc in the bat interests of consumen. Although thc FCC likcly cannot mandate a la 
carts sales, i ts endorsement of the concept could encouragc Congress to consider proposals to mandate a la m e  sales or 
uthcnvise seek to impose grater rcgulatory contro1s on how a 18 cartc progmmming i s  sold. The programming campanics 
that distribute tkrc scryiccs in tiers or packages of programming ICN~CCS could ex~cricncc decreased distribution if a la 
carte carriage WE mndatcd. 

In gcncral. authorization from the FCC must bc obtained for the cansmction and operation of a communications 
sstcllitc. Satcllitc orbital slots arc finitc in number. thw limiting the number of carrims that can provide satellie 
uanrpondcrs and thc number of uanspnders available for transmission o f  programming renices.  At present, however. 
thcrc are numerous competing satellite ICrYice providers that malte transponders available for vidm services to the cable 
industry The FCC also rcgulatcs the csnh stations uplinking IO andlor downlinking from such satellites. 

The regulation of pogramming services ir subject to the political process and has been in conslant flux over the past 
decade. Further mated changes in the law and regulatory rcqvircmcnu must bc anticipated and thcrs can bc no 
arrurancc that our business will not be advcrscly affcctcd by futurc Icgislation. ncw rcgulation or deregulation. 

International Rcgulalory Matters 

Vidar distribution and content businesses arc rcgulaled in each of thc countriccin which wc opmtc. Thc scopc of 
rcgulation varies fromcountry to country. although in some significant rerpccts regulation in Wcslcrn Eumpcan markcts i s  
harmonized under thc regulatory smcturc of thc European Union. which wc refer to as I h h c  EU. Advwsc rcgulatory 
developments could subject ourburincsrcr to a number of risks. Regulations could Limit p t h .  W C ~ U C  and thc numbcr 
and types of SCN~CUI offered. In addition, rcgulation may rcrldu ow operations and subject them to huther compctitivc 
prcrrurc. including rcrrriictionr imposed on foreign programming distributors that could limit the content they may carry 
in ways that affect us advcrscly, Failure to comply with cumnt or future mgulation of our busincsvs muld expose our 
businesses to various penalties. 

Competition 

The crcative media services industry is highly compuitive. with much of  the compctition centered in Los Angclcs. 
California, the lugesf and most competitive markcf particularly for domwtic television and feature film production as 
wcll as for thc management of mntcnt libraries. We cxpcn that carnpdtion will incmsc as a m u l l  of industry 
consolidation and alliances. as well as from the cmcrgence of new compuitors. In panlcular. map1 motion picture sludios 
such as Paramount F'iicrurcs, Sony Picturcs Corporation. Twcnticth Ccntury Fox. Univcrsal Pictures, Thc Walt Disncy 
Company, Memo-Goldwyn-Mayer and Warner Brothers. whilc Ascent Media's customers. CM perform similar services 
in-house wi th  substantially grcatcr financial ~ C S D U ~ ~ C S  than Ascent Mcdia'r, and in somc CBSSI significant marketing 
advantages.There studiormay al~ooutsourcelheirnqulremcnts toothnindcpendcntprovid~~s likcur mto Mher studios. 
Thomson. aFxnchcorparation.ir also a majarcompctitarofAsccotMedia, pdcular ly  uoderiurechdcolorbrand, as is 
K o d a k h u g h  its Laser Pacific division. Ascent Media also actively compctcr with certain idusby  participants that have 
a unique operating nichcorrpceialty burinesr.Thereisnoassurance that AEcentMediauillbcabletocompc~ effectively 
against these competitors. Ascent Media's management believer that imponant competilive factors include the range of 
services offered, reputation for quality and innovation. pricing and long-turn relarionshihip wiIh customers. 

~ . .  ~~~ 
nt&uinw af U b u t i n r  wxrammina for cable and satellite relevision is highly compedtivc, both i n  the United 

states and in foreign countries. Discovery comptcs wirh other programmers for distribution on I limited number of 
channels. Increasing concenoation in the multichannel vidu, dirrribvtion industry could adversely affst  Discovery by 
reducing the number of distributors available to carry Discovery's nuworks. subjening more of Discovery's subscriber 
fees to volumc discounts and increasing the distributors' bargigaining power in negotiating w w  affiliation agncmanu. 
Once distribution i s  obtained, Discovery's programming services compete, in var jhg degrees. for viewers and advmisers 
with otha cable and off-W broadcast television programming SCMW as well as with other entertainment media, 
including home video. pay-per-view services, online activitier;, movies and other forms of news, information and 
entcnainment. Discovery also compctcr, to varying dcgrms. for crcati~e talent and programming content. Discovery's 
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management hclievesthat imponant competitive factors includcthc prices charged forprogramming. the quantity. quality 
and variety of the programming offered and the cffcctivencrr of marlrering effom. 

Employees 

We currently have no cowrate employes. Liberty provides us with cenain management and adminismtivc 
services pursuant to a scryicco agrccrncnt. which includes thc seryiccs of our crccutivc officers some of whom remain 
executive oEcers o f  Libeny. 

As of December 31,2M)6, Ascent Media had approximatcly 4,000 ernploycm. most of which worked on a fulllime 
basis. Approximatciy 2.900 of Ascent Media's employees were cmploycd in the Unitcd States. with the remaining 1.100 
employed ouuide the United States, principally in the Unitcd Kingdom and the Republic of Singapore. Approximately 
400 of Ascent Media's employees belong to either the International Allianceof Theauicd Slag* Employees in the United 
States a the Broadcasting Entertainment Cinematogmph and Thcalrc Union in the United ICingdom. 

As of Dmcrnbcr 31. 2W6, Dircovery had aQprOXirnalCly 4,500 cmployeer. 

(d) 

For financial information related to the geographic areas in which we do business, scc note 17 to our consolidated 

Financial Information About Geographic Arcas 

financial StatCmcnls found in Pan II of this report 

(e) Available Informalmn 

All of our filings with the Securities and Exchange C o m s s i o n  (1hc"SEC"). including our Form IO-Ka. Form IO-Qs 
well BI amcndmcntr to such filings art availsblc on our Intcrna webrite free ofcharge generally within and Form R-Kr, 

24 hours after we file such material with the SEC. Our website address is wvww.dlscoveryholdingcompany.com. 

Our corporate governance guideline, code of ethics, compensation commince chancr, and audit mmmittee chmer 
are available on our website. In addition. we will provide a copy of any of thcrc documents. free of charge. to any 
rharcholdcr who calls or submits a rcqucrt in writing to Invcstor R&tionr. Discovery Holding Company. 12300 Liheny 
Boulevard. Eoglewmd. Colorado 80112, Tel. No (866) 8760461. 

The information contained an our webrite is not incorporated by reference herein. 

Item 1A. Risk Faclorr. 

An i n v ~ ~ t m ~ n t  in our common stock involves risk. You should carefully consider the risks described below, together 
with all of the othcr information included in this annual repon in evaluating OUI company and ow cwnmon stmk. Any of 
the following risks. if rcalizcd, could havc a material advcrrc effcct on the value of OUI common ~toclc. 

We are n holding company, and we could be "noble in hefuture to obroin carh in amounts r@cienr to Jervice our 
finoncidoblignrioons ormsetourorh.rcommirmenr=. Our abibly to -1 our financial obligations and other COnuaCNal 
mmmitments depends upon our ability to access cash. Wc me a holdine company. and OUI sowm of cash include ow 
available lash balancer. net cash from the operating activities of out suhsidiaricr, any dividcnds and intcrcst we may 
i ~ c e i v e  from our investments. availability under any credit facilities that we may obtain in the futme and procecdr from 
any asset sales we may undertake in the future. The abitity of our operating suhsidiarics to pay dividends or to make 0th- 
paymcntr or advanca to us dcpcndr on their individual opcratlng molts and any statutory. rcgulatory or cmhactual 
rerrrictions to which they may be DI may become subject. 

We do nor hnve OCCCCII to thr cnsh thni D i r c o w v  genrrorrs from iis operating activities. Discovery genvated 
approximately $480 million. 169 million and $125 million of cash from ill operations during the years ended 
Dsscmbcr 31. 2006. 2005 and 2004, rcspcctivcly. Discovery uscs thc cash it generates from its operations 10 fund its 
investing activities and Io service iw dcbt and o k  financing obligations. We do not havc access to the cash that 
Discovvy gmentecr unless Discovery decl-s a dividend on its capital stock payable in cash, redeems any or all of its 
outstanding shares of capital Stxk fw cash or otherwise distributes or makes payments to i l l  stockholden. including US. 
Historically. Discovery har not paid any dividends on its capital stock or, with limitcd exceptions, othcrwisc disuibutcd 
cash to its stockholders and instcad has uscd all of its wailahlc cash in the cxpanrion of its business and lo sewicc its dcbt 
obligations. Covenanu in Discovery's existing debt inswments also resrricf thc payment of dividends and cash 
distributions to stockholden. We expect that Discovery will continue to apply its available cash to the expansion of 
iu burinus. We do not havc sufficient voting conud to cause Discovery to pay dividcnds or makc other poymsnu or 
advances to its rtockholdcrr. or othcnvia provide us access to Discowry's cash. 

~~ ~. ~ 
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We hove limited operaring hinory as (I repmole conlpon.~ upon which you can evaluate ourperfomonce. Although 
OUT subsidiary Ascurt Media was a rcparalc public company prior to lune 2003 (when Liberty scquircd the outstanding 
shares of Ascent Media that i t  did not already own), we have l imitd opcmting histmy as a separate public company. 
Additionally, the historical financial information includcd in this annual rcport for p r i o d s  prior to our cxistcncc may not 
necezsarily bc representative of our results as a scparaa company. Thcn can bc no assurance that o u r  burincrs strategy 
will be successful on a long-term basis. We may not be able to grow our businesses as p l m c d  a d  rnay not be profitablc. 

Wc do not hnve the right 10 rnonnge Discovery, which wan8  we c ~ l m o l  cause Discovery to opemte in a manner that 
I favorable IO u. Discovery is managed by its stockholders rather than a board of directors. Gcncrally. all significant 
actions to betakcn by Discovery rcquin the approval of the holders of a majority of Discovery's shares: however, pursuant 
to a Stockhaldcrs' Agreement. thc taking of cmain actions (including. among othcr things. a mcrgcr of Discovery. OT the 
I S E U ~ C C  of additional shares of Discovery capital stack or P.QP~OV~ of annual businerr plans) require the approval of the 
holden of at Icast 80% of Discavcry'r sharcr. Bccausc wc do not own I majority of the outstanding equity interests of 
Discovery, we do not have the fight to manage the businesses or affairs of Discovery. Although o w  statas IS a 50% 
stackholder of Discovcry enables us to cxcrcisc influcncc over thc management and policies of Dirmvcry, such staNs 
does  not enable us to cause any actions to he taken. Cox Communications and Advancc/Ncwhousc cach hold a 2596 
intcrcst in Discovery, which ownership intcRst cnablcr cach such company to p v c n t  Diswvcry from taLing actions 
requiring 80% approval. 

Actions to be taken by Discovcry that rquire the approval of a maprity of Discovery's shares may, under ccrtain 
circumstances. result in a dcadlock. Because wc own a 50% intcnst in Discovery and cach of Cox Communications and 
AdvancdNcwuhouw own a 25% interest I" Discovery, a dcadlock may occm when thc stockholders vole to approve an 
action that rquircs majority approval. Accordingly. unless nthcr Cox Communications or AdvanccMcwhovw clccts to 
vote with us on items that rcquirc majority action. such actions rnay 001 be taken. Pursuant to the terms of the 
Stockholdcrs' Agrccmcnf if an action that rcquircs approval by a majority ofDiwovcry'a shhans is approvcd by 50% but 
not more than 50%. of the outstanding shares then the proposcd action will be submitted to an arbitrator designated by the 
stockholders. Cumntly. the arbitrator i s  John Hcndricks. the foundsr and C h h n  of Diwovcry. Mr. Hcndricks. BS 

arbitrator, is entitlcd to cast the deciding votc on matters whcre thc stockhddcrs havcdcadlockcd bwausc ncilher ride has 
a majority. Mr. Henddcks. hwwcr ,  is mt obligated to take action to break such a dadlock. In addition, Mr. Hcndricks 
may elcct to approve actions wc haw opp05ed. if such a deadlock cnists. In the e w n t  of a dispute among the stockholdcrs 
nf Discovery, the possibility of such a desdlak could havc a material advcrre effect on Discowry's burincss. 

The liquidity nndvolueofourinrerertin Discovery ymoy beadwrsclyaffrctcdbyoStocWloldcrs'Agrr-nr lowhich 
we am opam. Our 50% intcrcsl in Diswvcry is subject to the twms of a Stockholdus' Amcement among the holders of 
Discovcry capital smck. Among othcr things. the Stockholders' Agrcsmcnt wtricts our ability to directly sell OT transfer 
our interest in DisMvcry orto borrow against its valuc. Thcsc rcslrictions impair thc liquidity of our intcrcst in Discoven' 
and may make it difficult for us to obtain full yaluc for our iotcral in Discovery should such a need mise. In the event we 
chose to scll all or a pomon of our d k t  intcrcst in Discovcry. wc would first h a w  to obtain an offcr from an unaffiliated 
third party and then offer to scll such intersit to Cox Communications and AdvancdNcwhouse on substantially the same 
terms as the third party had agreed to pay. 

If dthcr Cox Communications or AdvancJNewhouse decided to sell their respective intcrcsts in Discovery. then the 
othcraf such TWO stockholders would havs aright Lo acquirc such interests on the tcrms set by a third party offcr obtajncd 
by thc selling stockholder. If thc no"-scning stockholder elects not lo cxercisa this acquisition righl, lhcn, subject to the 
terms ofthc Stockholders' Agrcsmcnt. wc would haw the o p p o d t y  to acquire such interests on substantially theterms 
sct by a third pany offer obtained by the selling stockholder. We anticipate that thc purchase price to acquire the interests 
hcld by Cox Communications or A d v a d c w h o u r e  would bc significant and could require us to obtain significant 
funding in order to raise suffinicnt hmds 10 purchase one or both of their imrcsts. This opportunity to purchase thc 
~i scove ry  interwts held by Cox Communications andlor AdvancJNcwhouse may arise (if at all) at a lime when it would 
be difficult lor us to raise the funds necessary to purchase such intCreS1S. 

W e  do not have the ability to rquirc Cox Communications or AdvancJNcwhousc to sell their inlcresu in Discovcry - .  ~~~ 

to US, nor do thcy havc mc ability to rcquirc us to sell om 
relationship affecting Discovery may continue indcfinitcly. 

Because W,C do not control the burinas mnnngemenrpracticcr oJDiscmery, wc refy on Discovery for the financial 
info-rion ihni wc use in arrorrnringfor our ownership inreresf in Discovery We a c w m  lor o w  50% ownershjp 
intcrmt in Discovery using thc equity mcthod of accounting and. accordingly. in  OUI financial statcmcnu we record OUT 

of Discovery's net income or loss. Because we do not control Dismrery'r decision-making pmccir or business 
management practices, within thc meaning of U.S. accounting mlcs, we rely on Diwovcry to provide us with financial 
,nformation prcpared in acwrdancc with generally acccptcd accounting principlcr. which we usc in thc application of thc 
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equity method. We have entered into an agreement with Discovery regarding the use by us of cenain information 
regarding Discovery in conneaion with our financial reponing and disclosure requirements as a public company. 
HOWGVW. such agrocmml limits thc public disclosure by us of ccnain nm-public information regarding Dismvcry (ahcr 
than specified historical financial information), and also restricts our ability to enforce the agreement again61 Discovery 
with a lawsuit seeking monetary damages. in the absence of gross negligence. reckless conduct or willful miscondua on 
the part of Dixovcry. In addition. we cannot change the way in which Discovery rcporis its financial rcrults or nquin 
Discovery to change its internal controls over financial reponing. 

We C ~ M I  be conoin rhntwe will be successful in integmring acquired businesses, ifany. Our businesses and those 
of our subsidiaries may grow through acquisitions in sclccted markets. Integration of new businesses may prestnt 
significant challcngcs, including: realizing ccommier of scale in programming and network operations; eliminating 
duplicaiive overheads; and integrating networks, financial systems and operational system. We or the applicablc 
subsidiary cannot assure you thal. with respect lo any acquisition. we will realize anticipated bencfts or successfully 
intcgrate any acquired business with our existing apcrations. In addition. while wc intcnd to implement appropriate 
conuoIs and procedures as we integrate acquired companies, we may not be able toccnify as to the effectiveness of these 
companies’ disclosure controls and procedures or internal control over financial reporting (as required by U.S. federal 
securities laws and Jcgulations) until we havc fully integratcd them 

A loss of nny ofArcent Media’s large cusroomprs wouldreduce our revenirr. Allhough Ascent Media serviced over 
3.800 customersduringtheyearendedDecember31,U)ffi,i~tenlargerlcurtomers accounted forapproximately48%of 
its consolidated revenue and Ascent Media’s single largest customer accounted for approximately 8% of its consolidaled 
rwycnuc during that pcr id .  Thc loss of. and the failure lo replace. my significant pOaion of the services provided to any 
significant c~stornu could havc a material idverse effecr on the business of Ascent Media. 

Aiceni Media’s burires2 deprndr on certain client indvrlries. Arccnl Media derives much of its revenue from 
services provided to the motion picture and television production industries and hom the data transmission industry. 
Fundamental changes in the business practices of any ofth-sc client industries could causc a material rcduction in demand 
by Ascent Media’s clients for the semices offered by Ascent Media. Ascent Media’s business benefits fromthe volume of 
motion p icme and television content being created and distributed as well as the NCC~SS or popularity of an individual 
tclcvision show. AccordingJy. a decrease in either the supply of. or demand for, original entertainment content would haw 
a material adv- effcct on Ascent Media’s results of opcntions. Bccause spending for television advertising drives thc 
production of new lelcvirion programming, as well as the production of television commercials and the sale of existing 
content Ubrvics for syndication, a reduction in television advcmsing spending would adversely affect Ascent Media’s 
business. Factors that could impact television advertising and the general demand for original cnterlainmenl wntcnl 
include thc growing use of pcrsonal video rccordcn and “idto-on-demand re-a, continued fngmentalion of and 
competition for the attention of television audiences. and gcnsral economic conditions. 

Changer in rerhnology may limi: the competirivenosr ofanddemnndforoursrM~~~. The post-production industry 
is charactcrizcd by technologjcal change, evolving customer needs and emerging technical standards. and the data 
uansmission industry is currently saturated with cornpanics pmviding s w i m  similar to AJccnt Media’s. HistoricaUy. 
Ascent Media has sxpcnded significant mounts of capital to obtain equiprent using the latest technology. Oblaining 
access to m y  new technologies that may be developed in Ascent Media’s industries will require additional capital 
expenditures, which may bc significant and may have to be incurrcd in advance of any revenue that may be gencraled by 
such new tcchnologics. In addition. thc usc of s o w  technologics may require third party licenser, which may not be 
available on commercially rcasonablc terms. Although we believe that Ascent Media will be able lo continue to offer 
senices based on the newest technologies, we canna assure you that Ascent Media will be able to obtain any of these 
technologies. that Asccnt Media will be able to effectively implcmcnl t h m  technologies on a cost-cffective or timely 
basisorthat suchtechnologier willn~rendcrobrolelc AsccntMedia’rrolcasapmviduofmotion pinure andtclcvision 
production services. If Areenr Media’s competitors in thc data transmission induauy have technology that enables them to 

2 m e r s  or have other advantages over the data 
transmission s o i c e s  Ascent Media provides, then the demand for Asecnt Media’s data transmission sewices may 
dccrcasc. 

Technology in the video, tclccommunicationr and dam services industry is changing rapidly. Advances in tech- 
nologies such as personal video recorders and video-orrdemand and changes in television viewing habits facilitated by 
rhese or olher technologies could haw an advcrsc effect on Discovery’s advenising revenue and viewership levels. The 
ability to mticipatc changsr in. and adapt to. changcs in technology and consumer mtcs on B timely basis and cxploil new 
sources of revenue from these change  wil l  affect the ability ofDiscovcry to Continue to grow, increase its revenue and 
number of subscribers and remain competitive. 
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A labor dkpure in our clirnf indurries m y  dkrupr OUT buriners. The cost of producing and dirvibuting 
entertainment programming has increased substantially in  recent years due to, among other things. the increasing 
demands of creative talent and indusq-wide collective bargaining aBeements. 

A significant labor dispute in Ascent Media's client industries could have a material adverse effccc on its busincrs. 
An industly-wide stnkc or otkr job action by or affecting the Writers Guild, Scrccn Actors Guild or other major 
entertainmcnt industry union could reduce the supply of original cntcrtalnmcnt content. which would in tun, reduce the 
demand for Ascent Mcdia'r ICW~CCS. 

Discavcry sirs certain enanainmcnt programs that arc dependent on specific on-air talent. and Discovcty's ability to 

Risk offosrfmm earthquakes arothercatnstmphic events covlddisrupr Ascent Media's business. Some of Ascent 
Media's specially equipped and acoustically designed facilities are located in Southern California, a ,region known for 
seismic activity Due to the extensive amount of specialized equipment incorporated into the specially designed recording 
and scoring stages, editorial suites, mixing rooms and other post-production facilities, Ascent Media's optrations in this 
region may not be able to be temporanly relocated to mitigate the impacts of a cataruophic event Ascent Media carries 
Insurance for pmpeny loso and business intemption resulting from such evcnta, including eanhquakc insurance. subject 
Lodeductiblss, and has facilities in othergeographic locations. Although we believe Ascent Media has adequate insurance 
covcrage relating to damage to i15 property and the temporary disruption of its business from carunlties, and that it could 
provide sewices at other geographic locations. there can be no assurance that such insurance and other facllitics wouldbe 
rufficicnt to covcr all of Asco t  Media's mSIs or damages or Arccnt Media's loss of income rcsultine. fmm ils inabilitv to 
provide services in Southern California for an extended period of time. 

continue to producc thcsc serics is dcpendcnt on keeping that on-air talent undcr conmct. 

Discovery isdependent upon odvenmng revenue. Discovery earns P significant portion ofits revenue from the sale 
of advennlsmg time on i l l  networks and web SiteS. Discovery's zdverrising revenue i s  affected by viewer demographics, 
viewer ratings and market conditiom for advertising. The overall cable and broadcast television indurtry is facing several 
mues with regard to its advenising revenue. including ( I )  audience fragmcnlation caused by the proliferation of other 
television networks, videoon-demand offerings from cable and satellite companies and broadband content offering. 
(2) the deployment of digital video recording dcviccr. allowing conrwncrs to time shin programming and skip or fart- 
forward through advenisernents and (3) consolidation within the advenising industry, shifting more lcvcrage to thc bigger 
agencies and buying groups. Expenditures by adveniscn tend lo be cyclical. reflecting av-11 ecanomic conditions as 
well as budgeting and buying patterns. A decline in the economic prospects of advertisers ot the economy in general could 
alter ewent or prospective adveniscrs' spending priorities. In addition. the public's reception toward programs or 
programming genres can decline. An advcne cbange in any of these facton could have a negative e f f m  on Discovery's 
rwenue in any given period. Ascent Media's business is also deptndcnt in parton the adveniring industry. as a significant 
pomon of Asccnt Media's revenue is derived from the sale of senices to agenciw andlor the prcducers of television 
advertising. 

Dircovery's revenue is dependent upon rhr mnintrnmrr of afilureon ogreernems with cnblc nndarttrllite dismb- 
utors on acceptable t e r n .  Discovery earns a significant ponion of its revenue from per-subscriber license fees paid by 
cable operators, direct-tohame (DTH) satellite telcvisian operators and other channel distributors. Discovery's networks 
maintain affiliation arrangements that enable them to reach a large percentage of cable and direct bmadcaSt satellite 
households across the United States, Asia. Europe and Latin America. ?hese mngcmenta are generally long-term 
anangcments ranging from 3 to 10 years. Tbhesc affiliation anangements usually provide for payment to Eiscovery based 
on the numbers of subscribers that receive the Discovery networks. Discovery's core netvvotks depend on achieving and 
mainraining carriage within the most widely disuibuted cable prommming tiers to maximize their subscriber base and 
~CVCIIUC. The loss of a significant number of affiliation arrangemen15 on baric programing tiem muld reduce the 
distrjbution of Discovery's networks, thereby adversely affecting such networks' revenue from per-subscriber fees and 
their ability to sell advertising or the rates t k y  arc able to charge for such adveluring. Those Discovery nctworks that are 
carried on digital tiers arc dcpcndcnt upan thc continued upgradc of cablc systems to digiral capability and the public's 
continuing acceptance of. and willingncss to pay for upgrades to. digital cable. as well as Discovery's ability to ocgMiatc 

Progmmming services, satellite carriers, 
tclcvirion stations and Internet and data transmission companies me subjea tovarying dcpees ofregulation in lhe United 
States by thc Federal Communications Commission and other entities and in foreign counvics by simjlar entities. Such 
regulation and legislation an subject to thc political process and have bcen in constant flux over thc past ckcadc. 
MOICOVCI, substantially cvcry foreign country in which our subsidiaries ox business affihatcs hrvc. or may in the future 
make, an investment regulates, in varying degrccl. the dismbution. wntcnt and ownership of programming services and 
foreign invmtmmt in programming companies. Funhw material changcs in the law and regulatory rcquiremcnts musr bc 
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anticipated, and there can be IK) assurance that OUT business and the business of ow affiliates will not be adversely affected 
by futurc Icgislation. new regulation or deregulation. 

Foilure 10 oblnin renewal ofFCClicenrer could disrupt our burincrs. Ascent Mcdia holds licenses. authorizations 
and rcgistraIions from thc FCC required for the conduct of its network scwiccs business. including carth station and 
various classes of wireless licenses and an authorization to provide certain services. Most of the Pcc licenses held by 
Ascent Mcdia M for lransmitlreceive earth stations. which canna be operated without individual licenses. The licenses 
for these stations are granted for a period of fifteen years and, while thc FCC gcncrslly m e w s  liccnscs for satellite e m h  
stations mutiocly. t h m  CM be no assurance that Ascent Media's licmser will k renewed at their expiradon d i e s  
Registration with the FCC, rather than licensing, i s  required for receiving transmissions from satcllitcs from points within 
the United States. Ascent Media relies on third pany licenses or authorizations when it transmits domestic satellite trlffic 
throughearth rtationsopcra~bythirdpartics. Ourf~ilurc,andthcfrilursofthirdpania,toobtainrrncwalrofsuchFCC 
hcenses could disrupt the network services segment of Ascent Media and have a material adverse effect on Ascent Media. 
Fuaher malenal changes in the law and regulatory requirements must be anticipated. and there can be no assurance that 
our busincsscs will not b= advcrscly affcctcd by future Icgislation. new rcgulation. deregulation or court dccisions. 

Our busimsrrs operole in M increasingly competithr market, and there ir 0 risk that our businesses may not be oble 
IO c~ecrivcly compcrc with other pmviders in rhe furwe. Thc entertainment and mcdia scrviccs and programming 
busincsscs in which we compuc are highly compdtivc and rcrvicc4ricntcd. Ascent Mcdia has few long-term or 
exclusive service agreements with it6 creative services customers. Business generation in lhhese groups is based primarily 
on customer satisfaction with reliability, timeliness. quality and pnce. The major motion picturc studios, which me Ascent 
Media's custorncrs, such as ParamountPicturcs, Sony Picturm Entenainmcnt. Twcnticth Century Fox, Universal Pictures. 
The Walt Dirncy Company. Metro-Goldwyn-May- and Warner Brothers, haw the capability to perform s i m i l a r  services 
in-house. These studios also have substantially gmatcr financial resources than Ascent Media's, and in some cases 
significant marketing advantages. Thus. depending on the in-house capacity available lo some of these studios, a studio 
may be not mly a customer but also a competitor. Thcrc arc also numcrous i ndcpdcn t  providers of serviccs similar to 
A s m t  Media's. Thornson. a French corporation, i s  also a major competitor of Ascent Media, particularly under i ts  
Technicoh brand, as i s  Kod& through its Laser Pacific division. W e  also actively compete with cettain industry 
panicipants that have a unique operating niche or specialty business. If there wen a simificant decline in the number of 
rnotron pictures or the amount of original television programming produced, 01 if the studios or Ascent Media's other 
clients either established in-house post-produnion facilities or significantly expanded their in-house capabilities, Ascent 
Media's opcrations could be materially and adversely affected. 

Discovery is primarily an entenainmcnt and programming company that compctcr with othcr programming 
networks for viewers in general. as well as for viewers in special interest groups and specific demographic caregorier. 
In order to compete for thcsc viewers. Discovery must obtain a regular supply of high quality category-specific 
programming. To the extent Discovery seeks third party suppliers of such programming, i t  mmpetea with othcr cablc and 
broadcast tclcvision networks for progmmming. The cxpandcd availability of digital cablc television and thc introduction 
of direct-to-home satellite distribution has greatly increased the amount of channel czpaciry available for new prc- 
gramming networks, resulting in the launch of a numba ofncw programming networks by Discovery and iu competitors. 
This increase in channcl capacity has also made competitivc nichc programming nctworlrs viable. bccausc such nctworks 
do not need 10 reach the broadest parriblc group of vicwus in  orda to be mcdcratcly ruccessful. 

Discovcry's program offcfings must also compete for viewers and advertisers with other entertainment media, such 
as horn  video. onlinc activitics and moyies. Incmasing audience fragmentation could havc an adverse effcct on 
Discovery's advenising and subscription revenue. In addition. the cablc television and di-t-to-home satellite industries 
have bee" undergoing a period of consolidation. As a result. the number of potential buyers of the programming services 
offcred by Discovery is decreasing. In this more concentrated market. there can be no  assurance that Discovery will be 
ablc to obtain or maintain carriage of its programming services by distributors when its cumntlong-tam c o n m a s  arc up 
for MCwal. 

.. 
We hnvc overlappine directorsand mmgcmenr  with LibcnynndLibeny GIoboL Inc.. which may lead 10 conflicting 

intcmsfi. Five of OUT six cxccutivc officers also serve as cxecutive ofims of Liberty and one of our crecutivc officcrr 
serves ar an executive officer of Libeny Global, Inc., or LGI. LGI is  sn independent, publicly lradcd company, which was 
formed in comsction with the business combination betwcen UnitedGlobalCom, hc. and Liberty Media International. 
Inc., or LMI. All of the shares of LMI wen distributed by Liberty to its shareholden in lune 2004. Our board of directors 
includcr prrons who arc mcmkrs of thc board of directors oftikrty andlor LGI. W e  do not own any interest in LikRy 
or LGI, and to our knowledge Libeny and LGI do n n  own any interest in us. The uecutive oflicers and the members of 
o w  board of directors have fiduciary duties to ow rtockholdcrs. Likcwire. any such pasans who Serve in similar 
capacities at Libeny andlor LGI have fiduciary duties to such company's stockholders Therefore. such persons may have 
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conflicts of inicerest or rhc appcarancc of conflicts of intcrcst with r t spca  to mattcn involving or affecting cach company. 
For cxamplc. therc may bc thc potential for a conflict of intcrcst whcn wc. Liberty or LGI look at acquisitions and othcr 
curporatc opportunities that may be suitable for cach of us. Morcwcr. most of our dirccton and officm continus to own 
Libcrty andlor LGI stock and options to pwchasc Liberty andor LGI stock. These ownership interests could CMIC. or 
appear to cnatc,  polcntinl conflicts of intcrcst whsn thcsc individuals us faccd with decisions thst could have different 
implications for our company and Libcny or LGI. On June I .  2005. Iho board of dircctors of Libaty adopted a policy 
statcmmt thaL subject to certain qualifications. including the fiduciary duties of Liberty's board of directors. Liberty will 
use ita commercially rcasonablc cfforts to make available lo us any corporatc oppormnity relating 10 the acquisition of all 
01 rubstantially all of the assets of, or equity securities representing "control" (as defined in the policy statement) of, any 
entity whose primary business is the acquisition, creation andtor disuibution of television progcmming consisting 
primarily of science and naNre propmming for disuibution primarily in the "baric" m i c e  providtd by cable and 
satellite television dirmbutors. This policy smtement of Liberry's board of directors can be amended, modified or 
rescinded by Liberty's b a r d  of directors in iLs sole discretion at any Lime, and the policy automatically tcrminatw without 
anyfunheracrionoftheboardofdircctorsoftiberryonthesecondannivcrrary ofthcdistribution&tc.Fromtimcrotimc, 
1.ibcny or LGI or their rerpstive affiliates may enter into transactions with us or our subsidiaries 01 other affliater. 
Although the terms of any such usnsacuonr will be ntsblirhed bared up" negouauonr betwen crnployscr of rhc 
companies involved. there can be no assurance that the terms of any rwh vansactiom will be as favorable to us or our 
subsidiaries or affiliates as would be the case where the panics are completely at m s '  length. 

WcMdLibcqorLGImycompcfe  for burinessopporrunities. LibenyandLGIcachownintcrcstsinvariousU.S. 
and international programming companies that havc rubsidia&cr or controlled affilialcr that own or opemtc domestic or 
fmign  programming swiccs  that may compctc with thc pmgramming scrviccs offcrcd by our budncsscs. W c  have no 
rights in rcrpcct of US. or iotcrnationil programming opportunities dmcloped by or presented to thc subsidiaries or 
controlled affiliatcr of Lbcrty or LGI. and thc pursuit of thsrc opponunitics by such subsidiaries or affiliates may 
adversely affect the interests of our company and its shmholdcrs. In addition. a subsidiary of LGI opcraks a playout 
facility ,hat compctcr with Ascent Media's Landm playout facility, and it is likely that other compctitivc situations Will 
arise in thc future. Because we. Libcny and LGI havc some overlapping directors and officcrr. lhc purruit of thcsc 
opportunities may serve t o  intensify the conflictr of interest or appearance of conflicts of interest faced by ouc ~ e s p e d i w  
management teams. Our rcslaled certificate ofincorporatian pmvidcs that no dircctoror officcr ofoun  will be liablc to us 
or our stockholders for breach of any fiduciary duty by reason of the fact that any such individual direclr a corporatc 
oppomnity to another pcrron or entity (including LMI and LGI) instead of US. or doer not refer or c~mmunicatc 
information regarding such corporate opponunity lo us. unlerr (x) such opportunity was expressly off& to such penan 
solely in his or her capacity as a director or officer of our company or as a dircctor or officer of any of our subsidiarics. and 
(y) wchopponunity relatertoalineofhusinerrinwhichourcompanyorany ofaursubEidiarienisthendirectly engagcd. 

Certain 
provisions of ow rcstatcd ccrtificatc of incorporation and bylaws may discourage. delay or prcvcnt a change in control of 
our company that a shareholder may sonsidcr farorablc. These pmvirbns include the following: 

. authorizing a capital ~Wcture  with multiplc series of common stock a Series B that entitles the holders to tenvoles 
per share. a Series A thetenlitlcs the holden to one vote per share and a Series C that, except as otherwise required 
by applicable law, entitlcs the holders to no voting rights; 

authorizing the issuance of "blank checY preferred stock, which wuld be issued by our board of directors to 
increase the number of outstanding sharer and thwan a rakeover attemp: 

It m y  be dificulr for L? thiydpmy IO ocquim YS. even if doing 80 may be beneficial IO our shareholders. 

- classifying our board of directors with staggered three-year terms. wbich may lengthen the time required to gain 
conrrol of ow board of directors; - limiting who may call special meetings of shareholders: 

. prohibiting shareholder d o n  by written con~ent (subject 10 ceitain exceptions). thereby requiring shareholder 
action to bc taken at a mel ing  of the shareholders: 

establishing advance notice requinmcntr for nominations ofcandidaes for election to OUT board of directors a for 
pmposing maners that can bc acted upon by shareholders a1 sharchddcr meetings; - requiring sharcholder approval by hoidcrs of at IC& 80% of our voting power or the approval by at lcast 75% of our 
bard ofdirecton withrcspcct to ccrlain exvaordinvy matten. such as a merger or consolidation of our company, 
a sale of all or substantially all of our assets or an amendment to m r  m a t e d  certificate of incorporation; . rcqniring the consent ofthe holders ofat least 15% ofthe oulstandingSeriesB common stock (voting as aseparste 
class) to certain share dimibutions and athcr corporatc actions in which the voting power of tho Series B common 
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stock would be diluted by, for example. issuing shares having multiple Votes per share as a dividend to holdcrs of 
Series A common stock; and 

- the existence of authorized and unissued stock which would allow our board of d i r a ton  to issue shares to persons 
fricndly to cumcnt managcmcnt. thacby p l a t i n g  the continuity of its rnanagcmcnt. or which could bc used to 
dilute lhhe stock ownership of persons reeking to obtain control of us. 

Ow company has adopted a shmholder rights plan in order 10 cocouragc anyone reeking to acquire us to negotiate 
with our board of directors pior 10 attempting a takeover. While the plan is designed 10 guard against coercive or unfair 
tactics to gain control of us. the plan may have the effect of making more difficult or delaying any attempts by others to 
obtain control of us 

Holders ofany single series ofour common smck may M I  have any remedies $ m y  action by our directors oroficers 
her an adverse effeci on only rho1 series of our common $rock Principles of Delaware law and the provisions of wr 
restated certificate of incorporation may proten decisions of our board of directors that have a disparate impact upon 
holders of any single series of our common stock. Under Dclawarc law, rhe board of dircctors has a duty to a d  with due 
care and in thcbcsl interests of all of our sharcholdcrs. including thc holdm of all series of ourcommon stock. Primiples 
of Delaware law established in capes involving differing treatment of multiplc classes or sei= of stock provide that a 
board of directors owes an equal duty to all common sharehoidcrs regardless of class or serie$ and does not have repaate 
or additional duties to any group of shareholders. As a mrult. i n  sow circumstances, our direnon may bc required to 
make a decision that is adverse to the holden of one series of our commn stock. Under the principles of D e l i w v e  law 
referred to above, you may notbe able IO challenge these decisions ifaur board of directors is disinterested and adequately 
informed with respccr to these decisions and acts in good faith and i n  the honest k l ie f  that it is acting in the bcrl interests 
of all of our shareholders 

Ilem 1B. Unresolved Sluff Commenrs. 

NO"C 

item 2. P,opmi.s. 

Weshareowexecuti~eofficer inEnglewmd.Coloradounderasuvice~agreementwithLibeny.AIIofourorhPrreal 
or personal property is awned or leased by our subsidinrics or affiliates. 

Ascent Media's Operations are conducted at OVPI 80 pro@es. In the United Stales, Ascent Media occupics owned 
and leased pmpcrtier in California, Connccticut. Florida, Georgia, New Jersey, New York and Ylrginia; the nclwork 
sewices group also operates a satellite carlh station and d a t e d  faciliticr in Minnesota. internationally. Ascent Media has 
awned and leased properties in Landon. England. In addition, the crcativc serviccs group opcratcs a leased facility in 
Mexico City, Mexico, and has a 50% owned equity affiliate with facilities in Barcelona and Madrid. Spain, and the 
network sewices group operates two bared facilities in L k  Republic of Sinpapon. Worldwide. Ascent Media leases 
appronimalely 1.4 million square fect and owns another 325.000 squan fcct. In thc United Stater. Arccnt Media's lcascd 
propanier total approximately 1.1 million square feet and havclnmr expiring bctwecn March 2007 and April 2015. 
Several of these agreements have extension options. Ihe leased properties are used for ow technical operations, affice 
space and media storage. Asecnt Media's intcmatimal leases have t m s  that expirc between March 2007 and September 
2020, and am also used for technical opcrationr. omcc space and media storap. Over halfofthe intmational lcascs have 
extension clauses. Approximately 250,000 square f m  of Ascent Media's owned propenics are located in Southern 
California, with another45,MM square feet located in Nonhvale, New Jersey. Tappan. New YorkMinneqpolis. MinnesMa 
and Stamford. Connccticut In addition. Ascent Media owns approximately 30.000 square fect in Landon, England. 
Ncarly all of Ascent Media's owned propenics ax purpose-built for its technical and creative scrvicc operations. Asc~nt  

~ 

item 3. &-@I Proceedmts. - 
The registrant and its subsidiari- are not a party IO any material legal proceedings 

E Submission of MalIcn 10 a Vole ofsecurity Holders. 

Nolle. 
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PART 11. 

If=. Marker for Regirlronl’r Common E p i &  Relnred Sloc.WIalder Mauers and Issuer Purches  of Equip 
-. 

Market Information 

We have two series of common stock. S u i t s  A and Scncr B. which trade on thc Nasdaq National Mark1 undcr lhc 
symbols DISCAandDISCB,res~ctivsly.Thefollowingtablesctsforththerangeofhighandlow salcrpricerofrharcsof 
our Scricr A and Series B common stcck since our spin off on M y  21. 2005. 

2006 
Firstquaner.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $15.65 13.88 15.96 13.58 

Foulthquaner . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $16.96 14.18 16.85 13.97 

Fourthquaner . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $16.23 13.69 16.80 13.59 

SscondquMer . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  SIS.l8 13.61 15.21 13.73 
Third quaner . . . . . . . . . . . . . . . . . . . . . . . . . . .  614.82 12.81 14.54 12.97 

2005 
July 21,2005 through Scptcmber 30, 2W5 . . . . . . . . . . . . . . . . . . .  $16.30 13.51 16.77 14.40 

aolderr 
As of February 6. 2W7, there were approximately 84,000 and 7W record and beneficial holders of our Series A 

cbmmon stock and Series B common Sock, respectively. 

Divldends 

We have not paid any cash dividends on our Series A common stock and Series B common stock, and we have no 
pr~~tintentionofsodoing.Paymentofcashdividends,if any,inUlcfuturewlllbeddermincdbyourBoardofDirectors 
tn light of OUT earnings, financial condition and other relevant considerations 

Securities Authorized for Issuance Under Equity Compensation Plans 

Infomaurn required by this item is incorporated by reference to our definitive proxy Statement for our 2007 Annual 
Meting of shareholders. 

Item 6. Selected Financial Dah. __ 
Effective July 21. 2005, Libclry Media Corporation (“Liberty”) complctcd a spin off transaction pursuant to which 

our capital stock w u  distributed as a dividend u) holdcrs of Libwty’r Scncs A and Scriss B common stock. Subscqucntto 
the spin off. we are a separatc publicly traded company and we and Libuiy opcratc independently. l71c spin off has been 
accounrcd for at historical cost due to lhc pro ,ala nature of the disuibution. Accordingly. our historical financial 
statements are prcsentcd in a rnanncr similar to a pooling of interest. 

Thc followiog tables present selected hirlorical information relating to our financial condition and resulls of 
operations for the past five years. The following data should be read in conjunction with OUT consolidated financial 
statements. 

Dmrmbrr 31, 
2005 2001 m3 2DoZ zm ~ _ _ _ _ _ -  

~ ~- ~~ - _ _ _ _ _ ~  ~- P m . B  ID Ibollsmnds 

Summary Balance Sheet Data: 

Invcrtmcnl in Discovcry 
Communications. Ioc. $3,129,157 3,018,622 2,945,782 2,863,003 2,816,513 

GaodwiU . . . . . . . . . . . . . . . . . . . . . . .  S2.074.789 2,133,518 2,135,446 2,130,897 2,104.7M 
Total assets . . . . . . . . . . . . . . . . . . . . .  $5,870,982 5,819.236 5.564.828 5,396,627 5.373.150 
Stockholders’ equity . . . . . . . . . . . . . . .  $4549,264 4,575,425 4,347,279 4,260,269 3,617,417 
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Summary Statement of Operations Data: 

Net reeyenuc.. . . . . . . . . . . . . . . . . . . . . . . . . .  $688.087 694,509 631.215 506,103 539,333 
Operating incomc (lorr)(l). . . . . . . . . . . . . .  $(115,137) (1.402) 16,935 (2.404) (61,452) 
Share of earnings (lorrcr) of Discovery . . . . . .  $ 103.588 79,810 84.01 I 37,271 (32.045) 
Net earnings (losr)(l) . . . . . . . . . .  . . . . . .  S (46,010) 33.276 66,108 (52,394) (129.275) 
Basic and diluted earnings (loss) per common 

share(2). . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 (0.16) 0.12 0.24 (0.19) (0.46) 

( I )  Includes impairment of goodwill and other long-lived assets of S93.402,OOO and 983,718,000 forthe years ended 
Dcccmbcr 31. 2006 and 2W2. r c sp t ivdy .  

(2) Basic and diluted net earnings (loss) per common Share is hared on (I)  280,199,030 shares, which is the number of 
shares issued in the spin off, for all periods pior to the spin off and (2) the aclual numbor of weighted average 
outstanding shares for all periods subsequent 10 thc spin off. 

Item 7. Mma~ememt’s Dircurrion and Analysir of Finmrinl Condilion and R~suUs of Opcrmionr. 

The following discussion and analysis provides information concerning our results of operations and financial 
condition. This discussion should be read in conjunction with w r  accompanying consolidated financial statcmcnls and 
thc notes thcrcto. . 
overview 

ERcctive July 21,2W5, Liberty completed a spin off lransactim pursuant to which our capital stock was dimihuted 
as a dividend to holders of Liberty’s Series A and Series B common stock. Subsequent to the spin off, we arc P separatc 
publicly trade3 company and wc and Liberty aperale independently. The spin off did not involve the paymnt  of any 
considmation by the holders of Liberty common stock and was intendcd to qualify as a tax-he spin off. The spin off has 
been accounted for at hirtoncal cost duc to the pm rata nature of the dishbution. Wc arc P holding wmpany and our 
businesses and assets include Ascent Media Group. LLC (“Ascent Media”), which we consolidate, and a 50% ownership 
interest in Discovery Communications. Inc. (“Discovery” or ‘DCI’7, which we acwunt for using the equity method of 
accounting. Accordingly, as described below, Diswvcry’s m e n v c  is OM reflected in thc rcvcnuewc repon in wr financial 
rutementr. In addition to the foregoing assets, immediately prior to the spin off. Lihcrtv transfcmd to a rubsidian of our 
company $200 million in cash. 

Ascent Media provides C I ~ P I ~ V C  and network services 10 the mcdia and entertainment industries. Ascent Mcdia’s 
clients include major motion picture studios. independent producers, broadcast mtworks. cable programming networks, 
advertising agencies and other eompaniss that produce. o m  andlor distribute cnlenainmcnt, news. s ~ N ,  corporate, 
educational. indurmal and advertising wntenl. Subsequent to an operaflonal realignment in 2006, Ascent Media’s 
opcrations arc organized into the following three groups: Creative services, Network rcrviccr and Corporate and other. 
Ascent Media has few long-term 01 eXcIUSive agreements with its creative services customers. 

In 2007. Ascent Media will continue to focus on lcvcnging its broad array of media ServiceS to markct itself as a full 
rervicc providrr IO new and existing customers within *e fcamc film and tdwision production indusuy Awcnt Media 
also believes it can optimize i t s  position in the market by growing its digital media management businers. With fanliner 
in the U.S.. the United Kingdom, Asia and Mexico, Ascent Media hoper to increase its Services to multinational 
5 and services lo helD maintain 01 

increase operating margins and financing capital crpcndituru for cguipmmt and mhcr item to satisfy customers’ desire 
for services using the latest technology 

. . .  

Our most significant asset IS Discovery. in which wc do not havc a convolling financial interest. Discovery is a global 
media and enMainmcnt company that providcr original and purchased vidm programming in the United S l a t s  and OYU 

170 other counuies. We iCtOunt for our 50% ownership inwrest in Diswvay using the quity method of accounting. 
Accordingly. our share of me results of operations of Discovery io reflected in our consolidated results as earnings Or 
losscs of Discovcry. To assist the reader in better understanding and analyzing our business, wc have included a rcparatc 
discussion and analysis of Discovery’s r s u l a  of operations and financial condition below 
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AccenrHeolrh Effective January 21, 2006, one of our rubridiaiw acquired substantially all of the asses of 
AcccntHealth, U C ' s  ("AccentHealth") healthcare media business for cash consideration of $46,793,000. Accentllealth 
operates an advenising-suppond captive audience television network in doctor office waiting moms nationwide. For 
financial reportmg purposcs. the acquisition is deemed to have occurred on February I, 2006, and the results of opvations 
of AccentHealth have been included in our consolidated results as part of the network services group since the date of 
acquisition. 

Cinetech. On October 20. 2004. Ascent Media acquired substantially all of !he assets of Cinetech, Inc., a film 
laboratory and still image preservation and restoration company. for $10,000,WO in cash plus contingcot compensation of 
up to $1.500,000 to bc paid bared MI the satisfaction of cufaio contingcncies as set forth in the purchase agrccmcnt. 
Cinctcch is includcd in Asccnt Mcdis's creative services group 

London Ployout Czntre. On March 12. 2W. Asccnl Mcdia acquired the entire issued s h m  capital of London 
Playout CcnW Limited. for a cash purchase price of $36,573.000. London Playout Ccnur which we refer to as LPC, is a 
UK-bascd tclcvision channel ongination facility. LPC is included in Aswnt Media's nctwork d c c s  group. 

Operating Cash mow 

We evaluate the performance of ow operating segments bared on financial measures such as revenue and operating 
cash flow. We define operating cash flow as revenue less cost of services and selling, general and adrniniruative upenre 
(excluding stack and other equity-based compensation and accretion expulse 00 asset retkement obligations). Wc believe 
this is an important indicator of the aprational svength and performance of our businesses, including the ability to invest 
in ongoing capital expenditures and sewice any dcbr. In addition, this measure allows managcmcnt to view opcraling 
results and paform analytical compansonr and identify strategies to improve performance. This mesure  of performance 
excludes depreciation and armniration, stock and other equity-bared compensation. accretion expense on asset retim- 
mcnt obligations, restructuring and impairment charges thal are included in the measurement of operating income 
pursuant to US. gcncrally accepted accounting principles. or GAAP. Accordingly, operating cash flaw should be 
considered in addition m, b l  not as a substitute for, opaatingincoms cash flow provided by operatingactivities and other 
rnca~ure~ of financial performance prepared in accordance with GAAP. See note 17 to the accompanying consolidated 
financial statements far a reconciliation of operating cash flow to earnings (loss) before income taxes. 

Results of Operations 

Our consolidatcd rcsults af operations inclvdc gcneral and administrative cxpensa incurrcd at the DHC corporate 
Isvcl. 100% of Ascent Media's and AcmtHcaIth's rcsults and our M% share of camingr of Dircovuy. 

ASLZO~ Media's creative scrviccs grouprcvcnue is primarily gcneratd from fees for vidco and audio post producoon. 
special effects and editorial services for the television. featurc film and advatining induuier. Generally. there services 
pertain to the completion of feature films, telcvisim programs and adudscments. Tksc p r o j m  normally span from a 
few days IO ulres months 01 more in length. and fees for thcse projects typically range fmm 51O.oOO to $l.Mx).wO per 
project. Additionally, the creative scrviccr group provides OWOCCI of film libraries a broad range of restoration. 
p m a t i o n .  archiving, professional mastering and duplication services. The scope of these w t i v e  services vary in 
duration from onc day to several months dcpending on the naNm of the rwice. and fees typically range from less than 
$l.oOO to 5100,WO per project. The creative services group includes AKent Media's digital media center which is 
developing new products and busintsscs in areas such &E digital imaghg, digital media and interactive media. 

The network services group's revenue consists of fees relating to faaljties and services necessary to assemble and 
transport programming for cable and broadcast nenvotks across ulc w a l d  via fiber, MteUitc and the Intern&. The group's 
revenues are also driven by Systems inregration and field support sewices, technology consulting semker. design and 
impternenram 6 
Approximately 60% of the network senices group's revenue relates to broadcast services, satellite operations and fiber 
scrviccs that arc earned monthly under long-term contracts ranging generally from one to seven y m .  Additionally, 
approximately 40% of revenue relates to systems integration and engineering services that are provided on a project basis 
over terms generally ranging from three to twelve months. 

. .  

Caporate related items and cxpcnse.~ arc mflccnd in Corporate and othcr. below. Cos1 of scrviccs and ~ p a a t i n g  
expenses consists primarily of production wages. facility costs and othcr dircct costs and selling. gcnual and admin- 
istrative expenses. 
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Our consolidated results of operations for the year ended December 31,2006 include approximately e l e v ~ n  months 
of results for AcccntHealth. The consolidated results of operations for the ycar cnded Dccembcr 31. 2004 include 
approximately nine months of results for LPC and approdmately two months of results for Cinetech. 

Segmenl Revenue 
Creative Services group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $417,876 421,797 405,026 
Network Scwiccs group. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  270,211 272.712 226,189 
Corporate and other ~ - - - . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  _ _ _ _  

$688.087 694.509 631,215 _ _ ~ _ _  ~ _ _ _ _  
Segmenl Opemling Cash Flow 
Crcative Scrvices group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  S 52,554 70.708 72.903 

Corporate and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (43,347) (47,960) (37.645) 
Network Services grwp . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . .  49,522 55.877 62,531 

$ 58,729 18,625 97.7% _ _ _ _ _ _  - _ _ ~  
Rcvcnw. OurtotnIicvsnucdecnascd0.9Wandincrrascd lO.O%fortheycarscndcd~ccmber31.2006and2005. 

respectively. as compared to the corresponding prior year. In 2006, creative sewices group revenue decressed $3,921,000 
as a result of (i) an $8,400,000 declinc in mcdia SCN~CCS due to lower traditional medii and DVD services from major 
studios puttilly offsct by continued growth in new digital services and (U) lower television revenue of $2,165,000 driven 
by declines in the U.K. broadcast work. partially offset by highcriclcvision audio and post rcrviccr in thc U.S. These 
creative services revenue decreases were partially offset by a $6,535,000 inuease in commercial services, driven 
pri-ly by smng US. demand, and higher fcsNrc Icvcnyc of $I ,770,000, driven by an increased numbcr of titles for 
post production smites. partially offset by smaller size feature sound projeas and lower home these .  Network scrviccs 
gmuup's 2006 revenue dccmrcd $2,501,000 as a result of (i) a dcclinc in system integration and services ~ N ~ D U C  of 
$11,080.000,reflecring aigniflcantone-timeprojecuin2005and(ii)lowerrwenueinthcU.K.of$15,OM).000,prim~ly 
as a result oftmination of emtent distribution contracts. These network services revenue d-cases were padally offset 
by thc acqvlsition of AccenlHealth in 2006. which generated 820,873.000 of m m u e .  and by increased eont~nt 
distribution ictivity in lbc U.S and Singapore. 

In 2005, crcativc s-ices gmup revenue increased 116,771,000 as a result of a $7,33D,WO increase in commercial 
revenue. primarily in the U.S.. a $4,660,000 increase dueto strong sales of US. television services from an increased 
number of shows. and 59,906,000 of highcr lab r c v ~ n u ~  driven by lhc acquisition ofcinetech. These increases wen offset 
by declining sound services revenue of 161,960,WO resulting from lower sales of services forfcaturs and games and lowcr 
media S e r v i c e s  volumes of S2.470.W from traditional services, subtitling and DVD, patially offset by higher digital 
servicw. Network services group's 2005 revenue increased $46.523.000 due to 99.423.W of revenue related to the LPC 
acquisition, $33,624,000 from a highcr numbcr of large enginering and systems integration projects and $1 3,083.000 of 
higher origination business revenue and other new initiatives. partially offsel by the $9,550,000 effect of lower renewal 
r a t s  on certain ongoing broadcast Services contracts. 

CosrofScrvices. Ourcostofrcrvices increased 1.9Wand 173WforthcycarscndedDcccmbcr31.2006 andZW5. 
respectively, as compared to the corresponding prior year In 2006, thc incrcaw in cost of services i s  driven by the 
AccentHealth aquisition which conmbuted costs of $6,439,000 and by changcs in foreigE currency uchange rates of 
Sl.367.000. The 200s increase is partially attributable 10 the 2004 acquisitions discussed abovc, which contributed 
S12,109,OW in inst of services. In addition. cost of services incnarcd in 2005 due to a change in rcvenuc mk driven by 
higher systems engin-ng and inreption projects in the nerwork services group which haw higher production and 
cnginctring labor and production maltnal and equipment wsts. 

As a~ccntofrrvcnuc.costofscrviceswas66.1%.64.2% and60.28 fwtheyearrcnded Deccrnber31.2006.2005 
and 2004, respectively. The increase in cach year i s  driven by increases in labor costs partially offsel by decmses in 
materials cost. Labor costs have increased as the revenue mix moves toward more labor intensive feature services and as 
pmjecu have become increasingly more intcptcd, with complex work flows requiring highcr lcvels of production labor 
and project managcmcnt. 

Our selling, general and adminisrrative expenses ('%&A). (excluding 
stock-based compensation and accretion expense on asset retirement obligations). increased 2.8% and 11 0% forthe years 

Sdl ing .  General and Adminirrrodvc. 
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cndcd Uccrrnhrr 3 I. ?DO6 a:id 2 0 0 5  ~cqwtirc l ) .  as c o n p i e d  m thc corrc5pondmg pnor year For 2006, llc acquiririon 
:'I l c r c n l H s a l l l i  added Sh.5S5.000 c u i  S G k A  rrpcise. rbghtly offrcr hy lower peironncl cm!s and pruferriunnl frcr The 
.'W5 mcieasc SGkA ciprnw 15 pnmanly atuibu1ab:c VI thc impact of Ihc 20M acqwritiois of 55,270,wO and Ihc 
grouih an 2005 rc \cni~c tlr Y nshiehcr Iahnr,faLility and % r l l w g e x p m w  Asaprrccllt',frcvr,.ue. SG&A incrcard from 
.'C 5"7 to?.< 14, lUTihc!Cdi ir i i i~C1Drirni tr i  ?I.ZOOF snrl2006.rci~. incly.di icrorhcacq~i~~i ionofAcccntHrdth ~n 
' ! f i b  .xmnmrd \lilt, a 11 ghi ( m e d l  drclirc in rr\enuc 

Corpoialr a n d  gnlhrr cipcirtmg c s h  flow m p r m r d  $4 613.000 m 2006 pnmanly due lu lourr Ascent Media 
~ q x n a l c  crprilicr. panially uR%ct hy an incrcasc In DHC rorpnaa. gcncral and adrmnisuativc cxpcnscr u h r h  were 
W.ib l~000  and 16.&7 000 fw !he )an c d r d  Dccrrnhrx 31, 2006 and 2005. rerprrnvcly 'The 2005 decrease in 
Jpcraongcash llow~~fPIO,~IS.OWadue'.oDHCwrporatcexpnrer.uhirhpnmanl) relatctotheSpln Off($S.O72,000) 
md charger pursuant 1 0  The ( ~ T \ I C C S  agrecnml uilh Liberr) ruhrequcnt to the Spin Ofi(S876,Mo), and IO higher Ascent 
Media colporatr cxpmrcr  tS2.848.0001 as a r C w I 1  of higher l a b x  fariltly. and proferrionat I C ~ I C C E  uosts related to 
fcmpmccrng ..I corprrde .lep.nmcntr *nd p r x c t , e ~  and io a legal scltlement 

I )eprwin:inn und . 4 m r i c m u n  'llie d a l e a r e  in dcpmmalion and a m o i u m m  cxpemc from 2005 to 2006 I S  due 
'o arrelr h m w w n g  full) depmiatcd p m a l l y  O t k l  by  capital erpendiNrer and the AccenlHeaJth acquisition Dcpre- 
: $ a t n ~  and a m m i z a ! i x  ~ L C I C  comparahlc in 2WS and 2004. 

Srwk Cr,mpmroeon Srul.barcd r.impnlration uis $1.817,wU. W.JS3,WU and 12.775.CW lor the ysanrnded  
Vc.wnher 31 ,2006 ,  2005 end 2 0 0 4 , r r ~ p c U ~ r l )  mdir included in SC&A 10 IheConrohdat& Staluncnlcof Opcraliono 
md Cornprchmrwr Earning\ \Lo,J Effectire January I .  2006 uc adopted Slatcrnent No 123R Slalcment No 173R 
rc4uuer rliai ue amOni.lc the p r l  dire fail ~ a l u e ; ~ f  iiur r1.rk o p l i ~ n  and SAR Awards lhat qualify a i  quicy  awards a$  
uock cornpcn\auon expense mfr ilie \crtmg pen& of such Awards Siaament No. 123R also rcquircr that ue r a o r d  our 
.>abil~r) av a r A  21 fair Lahe each rcpomng pen4 and that the chang? in fair \ a b c  he reflect& 2s r m k  cornpenration 
zrpcnw m DUI cons,lidaed jlairrnenl nfciprrmonr. nm IO adoporn of Statcmcnt No. 1235. the annum of crpcnre 
lssociated unh mwk-bs\ul m.npcnralmn uns gcncmlly h a d  on the vcrung of the related stock oprronr and stock 
npprcr~alw~t n g h s  and OIC lmankct pncc 21 [he undcrlyuig common r l a k .  The crpcnse reflected in our conrolidatcd 
f i n r m l l  uatrrncnt, WP h a s 4  on the market pncc of the underlying common stock as of Ihe date of the financial 
iiitcmrnlr 

In 2001, Ascent Media granted IO icrtaln of ILV officer, and emp1o)co swck options (the "Ascent Media Opuons") 
u .th exercise phce\!t.nt ur ic  ICCL k h n  Ole mxrkct pnce . if Ascent Medla Conimon o a k  on the dale of grant The Ascent 
Media ilptionv bccame exrrctsshlc for Lkny rharrr nn comccom with Libeny'r acquisition m 2003 of the Awcnt 
Media*hnrerthal itdidnw ilread) cwn Riortolanuary 1.2006. uemnnmzd the"~n-ihc-moncy"valueofthercopuonr 
3\cr the 5-)rar rcstmg p c n d  Cenm Axcnl Media rmployccr also hold opuonr and x o z k  apprccialicn n g h s  panled 
b) companies acquired by Asrcnt Meha m the past Ccveral years and ehchangcd fm Libeng opuonr 2nd SARc. Prior to 
Iwmar) I, 2006 wc rccuded ~ ~ m p e n s a l w ~ ~  rrpcnv for thr SARs harcd onthe undcrlying r t a k  phcc and \csting of such 
i u  ards 

On May 21. 21x15. I.ikny corrnencd  an offer 10 purchase cenain stock options and SARr held by eligible 
cmplqcrs of Ascent Medn Ik otfrr 13 purrhde related 10 1,173,028 opons and SARr, and thc rggmgale offering 
pncc In weh opuonr and SA& was appmrirnatrly $2.15 million. The Offer to purchase expmd at 9'00 p.m.. Pr-ific 
! m e ,  un lune 21.2UJ5 Fligibkcrnplo)ce~trnd~rrdoptlonswilhrrspcnto 1,121,673charrcnfLlbcny Senes Acommon 
sock.  a d  Libcny purchased such .,p:ionr fur aggregate cash paymcou of approximately $2 14 mlllion In connecuon 
with IhCx purchase% Ascent Media recorded 2005 compnsarlon e x p n s c  Of$3,830,WO. whluh Inclded (I) Ihc anlOUn1 

uf the :.ash p y m e n s  less an) previously accrued cvrnpcnration fur the SA% (2) the prcvioud) unamnm7.ed 
~n. the-money \ d u e  related :u the Ascent M e d i a  Opllms and (3) ongo.ng m ~ ~ 1 m 1 i o n  of thc uncxcrcired Ascent Media 
>ptcws. 

AF of ~ e c e n ~ b r ~  31. Lnw. I?C total cumpenration cos1 rrlakd to w . \ w e d  equity awards was S I  I mllion. Such 
S ~ U C I I I ~  unll be :ecopnweA m our :unrolidatul $lalemmts of opcrauons through 2009. 

mro 1.w global operating d,\rsiccr - C ~ C ~ U V C  scn'l:es group and neluoik sernces group - 10 bcmr align Ascent 
Mcdi.', ~ r g m r n t w n  v n h  the compecy'r swtegjc goals and 10 respond 10 changes wthin the industry dnven b) 
t~hnology 2nd curromer requircmcnls (me '7006 Rcsmctunng"). The oprauons 01 Ihe media management smices 
gmup WCIC realigned with  the 0rh.a t.uo groups, Hhich Has completed in h e  fcurth quaner of 2w6. As a result of thc 
r d ~ g n m c ~ t t .  .4rccnt Mcr l ia  rccordrj a rcrmctun3g charge of 112.0Y2.OOO d u h g  the year ended December 31. 2006. 
p n m m l y  rclled 10 re\ crancc. Thcse rcrtruc:unng actii iucs wcm pnmndy 10 thr Corporate and olhcr group in Ihc U N l d  
\talc$ a c d  I:n!tcd Kingdurn 

. . . . . . __ - - ... .. . . 
RCS:N u r m g  C'hurqer. On .Aup,u,l I S .  2Kb. Ascent Media annwnced that 11 mtcnded IO hlieamline 1 1  S W C l W C  
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Valuarion of Deferred Tar Asserr. In accordance with SFAS No. 109, “Accounting for lncamc Taxer”, we review 
the nature of each comp~ncnt of our deferred income t a x s  for rearonablcness. We haw determined that it i s  more likcly 
than not thal we will not realize the tax benefits associated wilh cenain cumulative net operating loss carry forwards and 
impairment rcscmcs, and as such, we have established a valuation allowance of $96,223.000 and S91.235.oM) as of 
Deccmbcr 31. 2006 and 2WS. respectivcly. 

PigaverT 

We hold a 50% ownership interest in Discovery and account for this invcstment using the equity melbod of 
accounting. Accordingly. in our financial statements we rccord our sharc of Discovery’s net income or larr available to 
common shareholders and reflst this activity in one line item in the statement of operations as “Share of earnings of 
Discovery.”ThefollowingfinancialinformationofDircoveryfwtheyearscndedDccember 31.2W6.2005 andXM4and 
related discussion i s  presented to provide the reader wrth additional analysis oflhc operating rtiuln and financial position 
of Discovery. Because we do not cnntrol the decisionmaking process or business management practices of Discovery. we 
d y  on Discovery to provide us with financial information p r c p a d  in aeeordancc with GAAP that we use in thc 
applicalion of the equity method. The information included in this sectian should be read in conjunction with the audited 
financial statcmcntr of Discovery for the year coded Dccsmbcr 31. 2006 included clrcwhcrc hcrcin. nlhc following 
discussion and analysis of Discovery’s operations and financial position has been prepared based on information thal we 
receive from Discovery and represents our v iew and understanding of their apunting performance and financial position 
based on such information. Discovery i s  not a separalcly vadcd public company. and we do not have the ability lo cause 
Discovery’s management 10 prepare their awn management’s discussion and analysis for our purposes. Accordingly, we 
note that the material pmcnfcd i n  this scction might be different if Discovery’s managcmcnt had prcpared i t  

The following discussion of Diaovery’r rerultsofoperationr is presented on aconsolidated baris. In order lo provide 
a better understanding of Discovery’s opcrations, we have also included a summarized prcsentatiou of revenue and 
operating cash flow of Diswvcry’s mree operating p u p s :  Dirwvery nctworh U.S., or U.S. networks. Discovery 
nctworh international. or international networks. and Discovery commcrcc. cducabon & Mhcr. 

The U.S. networks i s  Discovcry’n largsst division. 11 OWIS and opcratcs I2 cable and satellite channels and pmvides 
disuibution and advertisinb sales senices for BBC America and distribution services for BBC World News. International 
networks manager a patfolio of channels, led by the Discovuy Channel and Animal Planet brands, that is disnibulcd in 
vinually cvcry pay-television m&et in the world via an infrartrucmre that includes majar operational centers in London, 
Singapore. New Delhi and Miami. Discovery commerce, education & orhcr includes Discovery’s retail chain store 
opmations and other direct consumer markcling activities. as well as Discovery education. which manages Discovery’s 
distribution of education content to schools and consumers. 
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Consolidated Results of Discovery 

Yean ended D e r m b s  31. 

amounts in L-nda 
2006 1ms __ 2000 

Revenue 
Advcrtlsing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1.243.500 1.187.823 1.133.807 

. . . . . . . . . . . . . . . . . . . . . . . . . .  1,434,901 1,198,686 976,362 
. . . . . . . . . . . . . . . . . . . . . .  334.587 285,245 255.177 

Total ~evenue . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,012,988 2,671,754 2,365,346 

EXpeIlSs 

SG&A cxpcnsc.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,170,187) (1,005,351) (856,340) 
Cost of revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,120,377) (979.765) (846,316) 

Operafing cash flow . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  722.424 686.638 662.690 
Expenses arising from long-term incentive plans . . . . . . . . . . . . . . . . . . .  (39.233) (49.465) (71 515) 

. . .  - 22,W7 
Dqrprcciation Br amottiration.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (133,634) (123209) (129.011) 
Gal" on Sale of patents. 

Opciating incorm. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  549.557 513,964 4&1.171 

Interest expense, ne t .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (194.227) (184575) (167,420) 
Realized and unrcalircd gains from dcrivative instruments. net. . .  . .  22,558 22.499 45,540 
Minority interests in consolidated subsidiaries . . . . . . . . . . . . . . . . . . . . .  (2,451) (43,696) (54.940) 

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  383.964 321,963 309,821 
Income tar expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (176,788) (162.343) (141,799) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  I 207.176 159.620 L68.022 

- . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other Income (Expense) 

Othcr . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8.527 13,771 ~ 2,470 

Business Segment Results of Discovery 

Revenue 
U ~ S .  networks.. . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,926,180 1.743,358 1,599,678 
International networks. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  879.074 738.094 5%.450 
Discovery commcrcc, education & othcr . . . . . . . . . .  . . . . . . . . . .  207,734 190,302 169,218 

Total rcvoluc . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3,012,988 2.671.754 2.365.346 ~ _ _ _  
Operating Cash Flow 
U.S. networks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . .  $ 727.469 b43.366 597.922 

Discovery commerce. education & other . . . . . . . . . . . . . . . . . . .  . (121,491) (63,824) (37,107) 
International networks. . . . . . . . . . . . . . . . . . .  116,446 107,096 101,875 

Total operating cash flow. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 122,424 686,638 662,690 _ _ _ _ _ _  -~ 

Nore: Discovery commerce, education & other includes intercompany eliminations. Certain prim period amounts have 
b m  reclassified to conform to the c u r e d  pcriud presentation. 

Rewnur. Discovery's consolidated revenue increased 13% for each of the ycars ended December 31. 2006 and 
2005 as compared to the corresponding prior year. lncrcased revenue was primarily duc to increases of 20% and 23% in 
distribution revenue for 2006 and 2WS. rcr~tivcly.  as well as an increase of 5% in advertising revenue for each of the 
game periods. Orhcr revenue incrcmscd 17% and 12% for 2006 and 2W5 
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m the lifestyles catcgory intcrnarlonally. particularly in Eumpc. Thcse increases werc offset partially by a n.s aggrcgatc 
hrnefit of approximately $1 1 million d a t e d  to reductions in estimates for music rights accruslr~ 

SG&A E q m s e s .  SG&A expenses increased 16% and 17% during thc years cnded December 31.2006 and m5. 
rerpectively~ As a percent of revenue, SG&A expense was 398, 38% and 36% for thc ycars ended D w m b e r  31.2006. 
Z W 5  and 2004. respectidy. During 2006, SGBA cxpcnscs increased 532,535,wO. f67.275.000 m d  $50,817.W in the 
U.S. networks, international networks and educauon groups. respctively. SGBA e x p e w  within the commerce group 
was rclativcly consirtcnt with the prior year period. In U.S. nerworks. the increase is primarily due to B $33,312,000 or 
?C% inaease in pusonncl expense resulting from compensation increases combined with increased headcount from 
acquisitions. In international newmks, the increase i s  primarily due to a $38,202,000 or 32% incrense in personnel 
expense. resulting from infrastructure expansions in Europe and Asia which increased hcadeount and ofice locations. a 
15,888,000 or7%increasein mzketing expenseresulting frommvkctingcampaignsinEurope and Asiaforlhelaunch of 
new channels and a $l6,920,Mx) or 16% increase in general and administrative expenses to support the growth of thc 
business, coupled with the effects of forsign currency exchange ralcs. A i  a percent of revenue, intemrtional SG&A 
expense was consistent at 43% for both af the years ended Bcember  31,2006 and 2W5. In the education group, thc 
increase i s  primarily due to (i) a 123.539,wO or 98% increase in personnel expense, rerultingprimarily from a full year of 
salary expense far headcount hired in 2005 and (ii) a $19,142,000or 174% increase in marketing expense resulting mainly 
from Discnvery’r investment in Cosmeo. a new consumer homework help service. In 2007. Discovery implemented cost 
culling measures in its education group which should reduce pcrsonntl expense for that group in comparison lo 2006. 

Within the different business segments during 2005, SG&A expense decreased 2% at the U.S. networks and 
increased 34% and 65% at the international networks and Discovery commerce. education and other, respectively. The 
increase at the inkmahonal networks was caused by a $27,872,000 increase in personnel cxpenre resulting from adding 
headcount as the business expands, particularly in the U.K. and Europe combined with a $27,124,000 increase in 
markwng expense associated with branding and awareness effons related to  the lifestyles category initiative. The 
increase at Discovery commerce. education and other is comprised of a S34.329.W increase primarily resulting from 
acquisitions and organic growth in Discovery’s educarion business. 

Expenses Ari~ing from Long-fcm Incentive Ploru. Expenses arising from long-term incentive plans are related to 
Discovery’s unit-based, long-term incentive plans, or LTIP, for its cmployees who m e 1  ccmin eligibility criteria. Unrls 
are awarded to eligible employees and vest at a rate of 25% per year. In August 2005. Discovery discontinued onc of its 
LTIPa and scttled all amounts with sash. Dircovcry crtabliskd a new LTIF’ in Octobcr 2005 (the “200s LTIP Plan”) for 
certain eligiblecmploycespursuant to whichpanicipants inDiscovery’srtmsiningplancould electto(1)continue in such 
plan or (2) n d w m  vcstcd units and conrcrt partially vcsted unils to the 2005 LTIp Plan. Substantially all participanls in 
the remaining plan redccmed their vcslcd units and received padally vcstd  mils in the 200s LTIP Plan. Certain eligible 
employees were also granted new units in thc 2005 LTIP Plan. The value of units in the 2005 LnP plan is indexed to the 
va lw of DHC Scrics A common stock, and upon redemption. padcipants nccivc a cash payment based on the change in 
mzkct  price of DHC Scrics A common s tak.  U d a  the old plans. upon cracirc. panicipants received a sash payment 
for the increasc invaluc of the units fmm the unit value on thc date of issuancc dctcrmined by the ycar wer ycar changc in 
Discovery’s aggregate equity VBIUC. using a consistent methodology. The change in unit value of LTIP awards outstanding 
is recorded as cornpusation c n p s c  oyer thc period outstanding. Compensation upcnrs aggrcgatcd 539,233,000 and 
649,465.000 for the ycarr ended Dscmbcr 31.2006 and 2W5. respcctivcly. The dccrusc is primarily the rcsult of the 
change in unit yduc dct-nation for the 2005 LTIP Plan units. If Ihc rsmaining vested LTIP awards a t  Dcccmbsr 3 I ,  
2006 were rcdecmcd. the aggregatc cash paymcnts by Discovery would k approximatcly S36.650,oOO. 

Depreciarion and Amorrizaion. The increase in depreciation and amortization for the year ended December 31, 
2006 is due to an increase in new as~cts placed in ICN~CC combined with acquisition activity occurring during 2 M .  The 
decrease in dcpreziation and amdzation for the year ended December 31, 2005 is due to intangibles bemming fully 
ammized and a decrease in the depreciable asset bare resulting from a reduction in thc number of remil ~UlIts, offset by 
new assets placed in service during 2005. 

In 2004, Discovery recorded a gain on the sale of nnain of its television rechnology 
patents.The 522 million gain represents the sale p ice  less the costs incurred 10 sell the pltents. Ihe cost of developing the 
technology had been expensed in pior years lo SG&A expense. Discovery does MI expect a significant amOUnt OfiIICOme 
from patent sales in the future. 

Gain on Sole of Parenrr. 

Other Income and Expense 

hrerest&oere. Theinereaseinintcrestcxpenscduringthcyearrcndcd DeCcmber31.2006and 2005isprimvily 
due to higher lcvds of oursranding dcbr in both years combined with inrrcarcs in intcrcst rates during thosc pcriods. 
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UnreniizedCainrfrom Derivative Inrtnunenrr, net Unrealized gains from derivative transactions relate, primarily, 
to Discovcry's use of derivative instrnmenu to modify its crposurc IO intcrcst rate fluctuations on its debt. Therc 
inswnmcnts include a combination of swaps, caps. collars and other s t ~ ~ t ~ r c d  instlumnu. As a result of unrealized mark 
to market ndjustmcnts. Discovery recognized SI0352.000. S29.109.000 and $44.060.000 in umalizcd gains on thcsc 
inswments during the years ended Dcccmbcr 31,2M)6, 2005 and 2004, respectively. The foreign exchange hedging 
I N U U ~ C ~ ~ S  used by Discovcry arc spot, forward and option contracts. Additionally, Discovery cntcrs into non-dcsignatcd 
farward  contract^ to hedge non-dollar denominated cash flows and foreign currency balances. 

Minonry Inremesir in Consolidared Subridinn'er. Miwrity inlerest represents increases and decreases in the 
estimated redemption value of mandatorily redccmablc interests in subsidiaries which are initially morded  at fair vslue. 

Other income in 2006 relates primarily to Discovery's equity share ofcamings on their joint ventures. Orher Other 
income in  2005 rclatcs primarily to the gain on sale of om of Discovery's invcstrncnts. 

Income Tkxer. Discovery's effective tax rate was 46%. 50% and 46% for 2006. 2D35 and 2004. respectively. 
Discovcry'r c f f ~ t i v e  fax rate differed from the fsdcral i x o m c  tali mtc of 35% primarily due to fonign and state taxes. 

Liquidity & Capital Resources 

Discovery generaled $479,91 I ,000, $68,893,000 and $124,704,0(10 of cash from operations during the years ended 
Occcmbcr 31. 2006, 2005 and 2004. rcapectivcly. Discovcry'r paymnrs undcr its long-term inccntivc plans w a c  
$84 I,O00, $325,756.000 and $240.752,000 for each of the same periods. respstively. driving P significant use of cash in 
2005 and 2004. For a funhcr discussion of Discovcty's L m ,  please sce NOW 14 to rhc Discovcry consolidated financial 
Statements. 

Onc of Discovery's primary inverting activities in 2006.2005 and 2004 was payments of $1 8O.OW.WO. S92,874.000 
and $148,880.000, reapcctivcly. to acquire mandatorily redeemable securities related to minority intcresrs iti ceRain 
consolidated subsidiaries. I n  2006. 5100.000.000 and $80.wO.000 was paid for the New York l imes and the British 
Broadcasting Corpomion mandatorily redeemable securities. respstively. Discovery also spent S90,138,wO, 
$99.6&1.000 and $88.1OO,ooO on capital cxpenditurcs during the y c m  cndcd Dcccmbcr 31. 2006, 2005 and 2004. 
respectively. During the same periods, Discovery paid 1194.905.0CO. WM).OW and 517,218,000 far business zcquisi- 
tiom. net ofcash acquired. 

In addition to cash provided by operations, Discovery funds i t s  activities with proceeds borrowed under various debt 
facilities, including P t a m  loan. two revolving loan facilities and various senior notes payable. During thc ycar ended 
December 31, 2006, n b  incnmcntal bornwings undcr debt facilities aggregated approximately $16.813,000. Total 
mmmilmcnts of these facilitiea were W.059.wO.OW at Dccembcr 31. 2W6. Debt outstanding on thcsc facilitics 
aggregated $2,607,000,000 at December 31. 2006, providing e i ~ e s s  debt availability of $1.452,000.000. Discovery's 
ability toborrw the unused capacity is dependent on i t s  continuing compliance with its covmmts at thc time of, and after 
giving effect to, a requested borrowing. 

All tcrm and revolving loans and senior notes arc unsecured. Thc dcbt facilitia contain covenants that require 
Discovery to meet cennin financial ratios and place resoictionr on the payment of dividends. sale of assets, additional 
borrowings. mergers, and purchases of capital stQck. a s e b  and invcstmcnts. Discovcry has indicated it is in compliancs 
with all debt covenanls at Deecmkr 31. 2006. 

~ 

In m/. olscovcry 
merest expense. Payments to satisfy LTIP obligations are not expected to bc significant in 2007. Discovery believer that 
its cash flow from opwations and borrowings available undcr its credit facilitics will be sufticicnt 10 fund iu working 
capital requirements. 

Conirocrval Obligntions. Discovery has agrecmmtr covering leases of ratellitc tranrpondcrs. facilities and 
equipmcnt. These agrcemcntr cipirc at various dares through ZLZO. Discovcry io obligated to license programming 
unda a m m e n u  with content supplicrs that c x p k  over variousdalcs. Divovcry also has other contractual commitrncnts 
arising in thc ordinary course of business. 
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A summary of all of the erpccwd paymcnls for these commitments as well as future principal paymenu under the 
current debt arrangements and minimum payments under capilal l e s s  at December 31, 2W6 is as fallows: 

PaymmB due by pcriod(2) 

Long-term debt . . . . . . . . . . . . . . . . . . . . .  $2,607,300 - 863.300 1.032.oW 715,000 

Operating leases . . . . . . . . . . . . . . . . . . . .  505.228 81,049 141,494 1W.615 176,070 
Program license fees . . . . . . . . . . . . . . . .  559,633 318,523 109,849 87,424 43,837 
Launch incentivcr 36.713 21.632 15.081 - - 
Other(l) . . . . . . . . . . . . . . . . . . . . . . . . .  229,451 86,965 116.102 25,264 1,120 

Capital leases . . . . . . . . . . . . . . . . . . . . . .  38.900 9,300 14.600 9,WJO 5.400 

. . . . . . . . . . . . . . .  

Total $3,971.225 523,469 1,251.426 1,254,903 941,427 - _ _ ~ _ _  

( I )  Rcprcscnts Discovery's obligations to purchase goods and rwicw whercby tho underlying agre-zmsnu KC cnforcc- 
able. legally binding and spccify all significant terns. The more significant purchase obligations include: agreemenu 
related to audience ratings, market rcscanh. contmcts for cntenainment Lalcnt and otha cducatica 8nd service project 
agrccmcnts. 

(2) The table above docs not include certain long-term obligations rcfltcted in the Discovery consolidated balm= sheet 
as the timing of the payments cannot be predicted or the amounts will not be seulcd in cash, The most significant of 
thcsc obligations is the $84.5 million accrued under Discwery's LTIP plans. In addition. amounts accrued in the 
Discovery consolidated balance sheet rclsfed to derivative fmancisl inrImrnents are no1 included in the table as such 
emounts may not bc senled in cash or the timing of the payments cannot be predicted. 

Discovery is subject to certnin sonlr~tual agrccmcnu that may rquircDircovcry to acquire rhc ownership inlemtr 
3f minority pamerr. At the end of 2006. Discovery estimates its aggregate obligations thereunder at approximately 
594.8 million. The put rights arc cxercisabls at various dater. In January 2W7, Discovery exercised its righu and paid 
$44.5 rmllion to acquire cenain redeemable equity. 

I-. 

Foreign Currency Risk 

We continually monitor our economic exposure to chan%es in foreign exchange rates and may enter inlo foreign 
exchange agreements where and when appropriate. Substantially all of OYI foreign mansactions are denominated in 
foreign currencies, including the liabilities of our foreign subsidiaries. Although our foreign mansactions are not generally 
subject to significant foreign exchange transaction gains or Iosscs, the financial statements of our forcign subsidisris are 
translated into United States dollars as pan of our consolidated financial reporting. As a resuk fluctuations in exchange 
rates affect OUI financial pmition and results of operations. 

Item. Financial Smrrncnts and Supplrrncnlnry D t n .  

schedules rquired by Regulation S-X are filed under Item 15 of this Annual Report on Form IC!-K. 

Item 9. 

Quonlirofive and Quolitm~ve Dirclorurer about Morkcl Risk. 

Our consolidated financial Statements are filed under this Item, beginning On Page 11-17. The financial statement 

Changes in and Dirafleomonh wuh AccounlnnU on AccounZliag and Finnncinl Dtcbrurr,  

None. 

M. Conbolr and Rmrdures. 

supervision and with the participation of managemcot including ils chief cxccutive oficcr, principal accounting OfiCW 
and principal financial afficu (the "Exautiucr"). of thc cffsctivcnsrr of its disclosure controls and proccdllrcs as of the 
endof thcpuiodcovcred bythisrepon. Based on that evaluation. theExecutiven concluded that the Company'sdiwlosure 
C D ~ O I I  and procedures were effective as of Dcccmbw 31, 2006 to provide reasonable asruran~e that information 
required to be disclosed in its repons fded or submitted under the Exchange Act is recorded. processed. summarized and 
reponed within the time pcriodr rpsified in thc Securities and Exchange Commission's ruler and forms. 

~~. . 
In accordance wvlth F Z t h a n g l . 1 1 3 a - 1 3  

Sce page 11-15 for M-ogemrnI'i Report on infernal Conrrol Over Fiinnnciol Reponing. 
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